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Summary of L egislation: Abatement period: Thisbill provides that property tax abatement deductions may
be granted for any number of yearslessthan or equa to ten years. (Current law limitsthe abatement deduction
to three, six, or ten years for real property and five or ten years for persona property.)

Research & development abatement: The bill provides that certain research and development equipment is
eligiblefor property tax abatement deductions. It allowsthe abatement deduction for research and devel opment
equipment only if the equipment is used in a research and development facility engaged in activities devoted
directly and exclusively to experimentd or laboratory research and development for new products, new uses
of existing products, or the improvement or testing of existing products.

Research & development salestax exemption: Thisbill also provides an exemption from sales and usetax for
research and development equipment and for property and utility services consumed in research and
development.

Research & development income tax credit: This bill modifies the research expense tax credit against gross
income taxes and adjusted gross income taxes based on the taxpayer's Indiana qualified research expenses
rather than the lesser of its Indiana qualified research expenses or its apportioned research expenses for the
year. It also makes the research expense tax credit permanent by eliminating its expiration date.

Effective Date: July 1, 1999; January 1, 2000.

Explanation of State Expenditur es: Abatement period: The State Tax Board processesthe personal property
abatement forms and certifies the amount of assessed value (AV) to be abated to the county auditor. The Tax
Board would need to ater the computer programs that process these forms because of the option to grant
abatementsfrom oneto ten yearsin duration. The Tax Board should be able to complete thistask with current
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resources.

Explanation of State Revenues. Research & development abatement: The State levies aone cent tax rate
on property for State Fair and State Forestry. Any changein the amount granted for abatementswould change
the amount received from this tax.

Asexplained below in Local Revenues, if thereisanincreasein development because of thisproposal, the new
property would, at some point, be placed on the tax rolls and the State Fair and State Forestry funds would
receive increased revenues. If the investment would be made with or without the abatement then increased
revenues to the State Fair and State Forestry funds would be foregone until the property is placed on the tax
rolls.

Research & development salestax exemption: Thisbill will result inareductionin revenuefromthe salesand
usetax. It provides an exemption for the purchase of equipment which will be directly used in direct research
and development. It also provides an exemption for the purchase of tangible persona property which will be
directly consumed in direct research and devel opment. Based on national statisticsof research and devel opment
expenditures and information adjusted for Indiana based companies that purchase research and devel opment
equipment and consumables, it is preliminarily estimated that the annual loss of revenue will range between
$49 million and $91 million.

Gross retail (sales) and use taxes are deposited in the State General Fund (59.2%), the Property Tax
Replacement Fund (40%), the Public Mass Transportation Fund (0.76%), and the Industrial Rail ServiceLoan
Fund (0.04%).

(Revised) Research & development income tax credit: This bill modifies the research expense tax credit
against grossincome taxes and adjusted grossincome taxes based on the taxpayer's Indiana qualified research
expenses rather than the lesser of its Indiana qualified research expenses or its apportioned research expenses
for the year. This changeis effective for tax years beginning January 1, 2000. Currently only businesses who
do not have income apportioned to the state for ataxable year may calculate their credit based on only Indiana
research expenses. The current research devel opment credit isequal 5% of their qualified expenses minustheir
base year amount. For FY 97 there were approximately $15.3 M of tax credits claimed.

This change would benefit Indiana domiciled companies who conduct a significant amount of their research
in Indiana, but have an apportionment factor for income earned in Indiana that is less than the percentage of
their overall research expenses which are conducted in the state. Thisbill will allow al companiesto compute
their tax credit based on only the amount of research conducted in the state.

It isunknown how many Indianabus nesseswould be affected by this change. Thismodification could increase
the amount of research and development credits taken by approximately $5.2 M annually beginning in FY
2001. However with additional incentives created for research and devel opment activity based in the state of
Indiana, this credit could increase by an indeterminable amount. The research and development tax credit
affects revenue collections deposited in the General Fund and Property Tax Relief Fund.

This bill aso makes the research expense tax credit permanent by eliminating its expiration date. This credit
was currently set to expire on December 31, 1999.

Explanation of L ocal Expenditures:
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Explanation of L ocal Revenues. Abatement period: Currently, real property may be abated for 3, 6, or 10
years and persona property may be abated for 5 or 10 years. The length of abatement, within the above
congtraints, isleft up to the local designating body. This proposal would allow the local designating body to
determine the number of years, from oneto ten, that areal property or personal property ERA may be granted.

While giving the local designating bodies more options asto the length of the deduction might produce overall
shorter abatement periodsfor new abatements, it could al o encourage an increasein the number of abatements
granted. Thisis because sometimes adesignating body might be reluctant to allow along abatement period for
asmall project. This provision alows a shorter, possibly more equitable, aternative. Therefore, it could be
concluded that, overall, this provision may haveaminimal effect on thetotal amount of tax shift dueto ERAs.

Research & development abatement: In addition to the types of property that may currently qualify for
abatements, thisbill would allow abatements for * new research and devel opment equipment”. The equipment
could consist of laboratory equipment, R& D equipment, computers, tel ecommuni cations equi pment, or testing
equipment. The equipment must be used in an R& D facility that isused exclusively for R& D of new products,
new uses of existing products, or the improvement or testing of new products. Facilities used for efficiency
surveys, management studies, consumer and economic surveys, advertisng or promotion, and research on
literacy or history projects would not qualify for an abatement under this provision. According to the bill, a
facility does not have to be in a separate building to qualify as an R&D facility.

If there is an increase in development because of this proposal, the new property would, at some point, be
placed on the tax rolls. This could help spread the property tax burden and could possibly reduce some tax
rates. However, if one assumes that the investment would be made with or without the abatement, an increase
in abatements (ERAS) could also cause adelay of the shift of the property tax burden from al taxpayersto the
owners of the new property until the property is placed on the tax rolls.

State Agencies Affected: State Board of Tax Commissioners; Department of Commerce.

L ocal Agencies Affected: County auditors; Loca designating bodies; Counties, Municipalities.

Information Sources: National Science Foundation; Department of Revenue.
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